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paid for costs incurred for qualified long-term care services and the terms of the contract must
satisfy other requirements for long-term care contracts in IRC 7702B.  Per diem or other
periodic payments, without regard to expenses incurred for qualified long-term care services,
are also excludable from taxation, subject to a dollar cap of $175 per day (indexed), reduced by
the amount of reimbursements and payments received by anyone for the cost of qualified long-
term care services for the chronically ill individual.  Amounts in excess of the dollar cap, with
respect to which no actual costs were incurred for long-term care services, are fully includable in
income without regard to rules relating to return to basis under IRC section 72.  MLIC is not
prepared to administer such complex rules to provide tax-free benefits to the chronically ill.

By having the non-compliant custodial/intermediate/skilled care provisions included in the policy
with the terminally ill benefit, the entire provision may be denied the exclusions from income tax
provided by HIPAA.  To avoid the risk of non-compliance, we recommend removing the
confinement option from the Living Benefits provisions. Although this change will remove the
possibility of using Living Benefits for custodial care, a review of past claims shows that most, if
not all, claims paid have been to terminally ill employees.


